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SECURITIES AND EXCHANGE COMMISSION
Three new forms to be used by accountants when filing examination certificates have
been adopted, the SEC announced (see the 8/4/89 Fed. Reg., p p . 32048-50).
The
SEC said the new forms will make the examination certificates filed under rules
17f-l and 17f-2 of the Investment Company Act of 1940 and rule 206(4)-2 of the
Investment Advisers Act of 1940 "more accessible for inspection by the Commission
staff and the public and will facilitate verification of compliance with
examination requirements."
Forms N-17f-l, N-17f-2, and ADV-E were adopted to
serve as cover pages for examination certificates which the SEC requires certain
investment companies and investment advisers to have filed by accountants. The
SEC published the forms for comment in the 8/9/88 Federal Register (see the
8/15/88 Wash. Rpt.). The effective date for using the new forms is 9/25/89. For
further information after reading the notice concerning adoption of the forms,
contact Ernest P. Francis at the SEC at 202/272-2107.

Staff Accounting Bulletin (SAB) Nos. 83 and 84 have been released by the SEC. SAB
No. 83 revises the staff's existing guidance set forth in Topic 4-D regarding the
computation of earnings per share and the responsibility of the registrant to
determine whether compensation expense must be recognized when common stock or
other dilutive securities are issued below the estimated IPO price (cheap stock)
during the period covered by income statements included in a registration
statement or in subsequent periods prior to the filing of the registration
statement for an initial public offering. SAB No. 84 expresses the staff's views
regarding a number of issues that have arisen with respect to SAB No. 51
regarding accounting in consolidation for issuances of a subsidiary's stock that
cause changes in the parent's ownership percentage in the subsidiary.
The SAB
indicates that in some circumstances the staff will permit the excess of the
offering price per share over the parent company’s carrying value of the
subsidiary's stock to be reflected as a gain in the parent's consolidated income
statement.
SAB Nos. 83 and 84 are expected to be published soon in the Federal
Register. For further information after reading the bulletins, contact Robert A.
Bayless at the SEC at 202/272-2553.

TREASURY, DEPARTMENT OF
The allocation and apportionment of interest expense for purposes of the foreign tax
credit rules and certain other international tax provisions are the subject of
temporary and proposed regulations issued by the IRS (see the 8/2/89 Fed. Reg.,
pp. 31816-25 and p. 31858). Rules are also provided concerning the treatment of
financial products that alter effective interest expense. The IRS said the rules
provide transition relief from the expense allocation rules of section 864(e) of
the Internal Revenue Code and revise proposed and temporary regulations issued
last September (see the 9/14/88 Federal Register and the 9/19/89 Wash. Rpt.).
Comments and requests for a public hearing must be delivered or mailed before
8/31/89.
For further information after reading the rules, contact Charles
Plambeck at the IRS at 202/566-6284

Sponsors of qualified pension, profit-sharing and stock bonus plans under section
401(a) and annuity plans under section 403(a) of the Internal Revenue Code are
provided additional guidance in Notice 89-92 released recently by the IRS. The
IRS explained that in Notice 88-131, which was issued in December, relief is
offered to plan sponsors from section 411(d)(6) of the Code if the sponsors
adopt one or more of the four model amendments described in the notice (see the
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12/19/88
Wash. Rpt.).
Notice
89-92 provides
additional
guidance
and
clarification concerning certain issues which were raised in Notice 88-131, the
IRS said.
Specifically, Notice 89-92 1) extends the 5/31/89 deadline for
terminating plans pursuant to model amendment 4 to 12/31/89, subject to certain
requirements described in the notice; 2) clarifies that plan sponsors wishing to
adopt model amendment 4 provide plan participants and other interested parties
the written notice required by section 204(h) of Title I of ERISA; 3) clarifies
the treatment of benefit accruals and reduction of account balances; and 4) other
technical issues such as the use of model amendments.
Notice 89-92 is scheduled
to be published in Internal Revenue Bulletin 1989-33, dated 8/14/89. For further
information after reading the notice, contact the IRS’ Employee Plans Technical
and Actuarial Division between the hours of 1:30 and 4:00 p.m. Eastern time at
202/566-6783/6784.

Certain cash basis taxpayers will be able to obtain expeditious consent to change
their method of reporting interest on Series E or EE U.S. savings bonds, the IRS
announced in Revenue Procedure 89-46. The revenue procedure applies to taxpayers
who have elected under section 454 of the Internal Revenue Code to report as
income interest occurring in a tax year, and now wish to change their method of
accounting to report such income in the taxable year in which the obligation is
redeemed, disposed of, or matures, whichever is earlier. For tax years beginning
on or after 1/1/89, IRS said the new procedure waives the requirement that in
order to obtain a change, a Form 3115, Application for Change in Accounting
Method, must be filed within 180-days after the beginning of the tax year in
which the proposed change is to be made.
Taxpayers applying for a change must
still complete a current Form 3115 and attach it to their income tax return for
the year of change.
However,
instead of requiring the consent of the
Commissioner, consent will automatically be granted, so long as two statements
are attached to the Form 3115. The two statements are:
1) The taxpayer agrees
to report all interest on the obligations acquired during the year of change and
for all subsequent tax years when the interest is realized upon disposition,
redemption, or final maturity, whichever is earlier; and 2) The taxpayer agrees
to report all interest on the obligations acquired before the year of change when
the interest is realized upon disposition, redemption, or final maturity,
whichever is earlier, with the exception of any interest income previously
reported in prior tax years.
The IRS said no user fee is required for an
application filed under the revenue procedure.
Revenue Procedure 89-46 is
scheduled to be published in Internal Revenue Bulletin 1989-33, dated 8/14/89.
For further information after reading the revenue procedure, contact Joseph
Donnelly at the IRS at 202/566-6803.

SPECIAL:

AICPA TESTIFIES BEFORE HOUSE SUBCOMMITTEE ON PENSION PLANS UNDER ERISA

Monitoring of private pension plans under ERISA was the subject of a Congressional
hearing at which the AICPA testified on 8/2/89. The hearing was conducted by the
House Government Operations Subcommittee on Employment and Housing as a result of
two reports released by the Department of Labor's (DOL) Office of Inspector
General.
The first report, which was issued in December 1987, was based on a
review of information of selected ERISA plans and identified some audit and
reporting deficiencies.
The second report, the IG's Semiannual Report to
Congress for the period ending 3/31/89, advocated stricter standards and expanded
responsibilities
for independent qualified public accountants
(IPAs) and
criticized the adequacy of audit reports by IPAs on private pension plans (see
the 6/12/89 Wash. Rpt.).

Andrew J. Capelli, chairman of the AICPA Employee Benefit Plans Committee,
presented the testimony and was accompanied by Joseph F. Moraglio, AICPA vice
president for Federal government relations. Mr. Capelli addressed the following
five subjects at the request of the subcommittee's chairman, Rep. Tom Lantos
(D-CA):
1) The adequacy of independent public accountants' audits of private
pension plans;
2) Actions
taken by
the AICPA to respond to certain
recommendations contained in the 1987 report; 3) Training requirements and AICPA
guidelines; 4) Cooperation with DOL concerning its requirements; and 5) The
AICPA's evaluation of the "at risk" status of private pension plans in light of
the 1987 IG's report which has found significant error rates in selected
independent public accountants' audits.
Mr. Capelli told the subcommittee that the auditor's objective and
responsibility, under generally accepted auditing standards (GAAS), is to express
an opinion on whether the financial statements of a plan are fairly presented in
accordance with generally accepted accounting principles and are free from
material misstatements, whether caused by fraud or error. Mr. Capelli emphasized
that audits are "not designed to assure compliance with regulatory requirements;"
that it is the responsibility of the plan administrators, the IRS, and the DOL to
assure compliance with ERISA's provisions. Regarding the adequacy of independent
public accountants' audits of private pension plans, Mr. Capelli said two
questions must be asked in evaluating "adequacy."
First, are audits performed
satisfactorily in accordance with professional standards? Mr. Capelli said that
the AICPA "has not conducted an independent evaluation of auditor performance
relative to those audits reviewed by the IG," but that the AICPA is working with
the Inspector General on this matter.
Second, are audits sufficient to
accomplish the purposes expected of them? Mr. Capelli told the subcommittee that
if the Congress wishes the independent auditor to expand the scope of work beyond
an audit of the financial statements of a covered plan to also include a report
on compliance with certain laws and regulations, the Congress must be explicit in
what it requires.
Regarding the adequacy of limited-scope audits, Mr. Capelli
said that the AICPA is on record as early as 1978 as stating that "plan
participants cannot be provided the full assurance contemplated by ERISA" if the
IPA's audit is restricted to exclude assets held in a bank or similar institution
or an insurance carrier as permitted by section 103(a)(3)(C) of ERISA. He said
that "if the Congress wishes to remove this constraint on the utility of required
audits, it need only eliminate the authority to impose limitations on the scope
of audit."
Mr. Capelli also told the subcommittee that the AICPA's 1983 Audit
and Accounting Guide, Audits of Employee Benefit Plans, is being revised.
Finally, Mr. Capelli told the subcommittee that the AICPA has "no practical
way" to evaluate the "at risk" status of private pension plans.
Although, he
said he felt "obliged to note" that the "at risk" status of plan beneficiaries is
"overwhelmingly influenced by factors beyond the scope of auditor examination or
the ability of auditors to influence."
"The most prominent of these," he said,
"is the quality of investment judgments by plan administrators or investment
fiduciaries."
He added that the alleged audit deficiencies "do not necessarily
correlate with plan mismanagement or beneficiary risk." Rep. Lantos said he may
hold additional hearings on pension security after the August Congressional
recess.

SPECIAL;

The

HOUSE APPROVES BAN ON FUNDING TO IMPLEMENT SECTION 89; SENATE APPROPRIATIONS
COMMITTEE FOLLOWS SUIT
Treasury Department would be prevented from using funds to implement Section 89
during Fiscal Year 1990 by legislation approved by the House of Representatives
and the Senate Appropriations Committee. The ban to prevent enforcement of the
Section 89 non-discrimination rules for employee benefits is included in H.R.
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2989, the Treasury Department Fiscal Year 1990 appropriations bill.
The full
Senate must still approve the appropriations measure, and differences between
House and Senate versions of the ban would have to be resolved before the ban
could be effective in blocking the 10/1/89 effective date for Section 89.

SPECIAL:
The

AICPA 1989 SAVINGS AND LOAN CONFERENCE SCHEDULED
Twelfth National AICPA Conference on Savings Institutions has been scheduled for
9/6-8/89 at the Grand Hyatt Washington Hotel in Washington. D.C. The keynote
address will be delivered by Richard C. Breeden, Assistant to President Bush for
Issue Analysis, who will discuss changes in regulatory and deposit insurance
structure and the future of the savings institutions industry.
Federal Reserve
Board Governor Martha R. Seger and Rep. Doug Barnard, Jr. (D-GA), a member of the
House Banking, Finance, and Urban Affairs Committee, will be featured speakers.
Key representatives from the Federal Home Loan Bank Board, the FASB, the SEC, the
AICPA, and executives from the thrift industry with extensive experience in the
savings institutions industry will also be featured as lecturers and panelists at
the conference.
Specific topics to be covered during the conference include the
following:
Current Accounting and Auditing Update; Tax Update; Effects of the
Current Legislation on the Supervisory and Deposit Insurance Structure; Loan Loss
Evaluation; Operational Aspects of Risk-Based Capital Requirements; Internal
Control Structures for Savings Institutions; FASB and SEC Activities; Accounting
for Income Taxes--Accounting, Auditing and Implementation Issues;
and Market
Value Accounting: Advantages and Disadvantages.
As in the past, an optional
program will be presented.
The optional program is scheduled for 9/8/89 and is
offered annually for practitioners and executives who wish to study key issues
more thoroughly and in a smaller group.
Recommended CPE credit for the two-day
conference is 16 hours; an additional 4 hours are recommended for the optional
program. For further information, contact the AICPA Meetings and Travel Division
at 212/575-6451.
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For further information contact Shirley Tw illman at 202/737-6600
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